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Sinolytics — a European research-based consultancy entirely focused on China

° Four‘1ded in. 2017, S.inolytics is a cIient-. — ====_ Policy/regulatory analysis, monitoring & forecasting (e.g., CSCS, Primary source and Chinese-
serving, agile boutique consultancy with cybersecurity, sustainability, industrial policies) language research
offices in Berlin, Zurich and Beijing

* Uniquely blending in-depth research '~” H China’s digital transformation with focus on Blockchain, digital Problem-solving and developing
with management consulting approach | ©| currency, e-Commerce and Insurance/FinTech tailored solutions
to problem solving

* Operating at the nexus of business and — “ Cooperation/partnerships (e.g., tech-transfer/partnerships, Flexible delivery formats:
policy and analyzing China’s political =~ subnational/city-partnerships, trade associations) strategies, reports, workshops
economy, Sinolytics advises companies
from across business sectors and . _ . .

. The Belt and Road Initiative — with focus on challenges and Depth in content, while strong
functional areas " . e o . N
opportunities for foreign logistics, finance and EPC sectors in contextualization

* 50+ clients, including some of the largest
e mt(?st res(r:)s.cted aiteliyn g e >y """ China’s industrial, technology and trade policies impacting Extensive expert network and
operating in £hina i corporate strategies and offering cooperation opportunities research partners
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Markus Herrmann
PRlReE

Director

MD Switzerland

‘ {

An experienced advisor to
European corporate and public
sector clients with expertise in
regulatory topics (e.g., CSCS,
cybersecurity), China’s foreign
economic policy incl. trade policy
and the Belt and Road Initiative as
well as in public / government
affairs strategies

Mirjam Meissner
) s
- Director

Mirjam is an expert on market
regulation, industrial and technology
policy and digital disruption in China
and a leading specialist on China’s big
data-enabled regulation of companies
via the Social Credit System. She has
supported many companies in
adjusting to the challenges of China’s
regulatory ratings.

‘"!;.9 Luisa Kinzius
- <3

‘ /\ Project Leader

A specialist on Chinese market
regulation. She extensively worked
on projects analyzing the impact of
big-data enabled market regulation
and regulatory ratings on
companies. She also observes the
current trends in China’s FinTech
industry as well as emerging

blockchain-based business models.

Q Hailin Wang
éﬁ FEiSH

\ A
0| Consultant

Hailin has extensive experience
researching and analyzing industrial
policy and corporate performance,
especially in the areas of energy
policy, sustainability and
environmental protection

Sinolytics CSCS team — tracking the CSCS since 2015

| é Jingwen Tong
, EEE
Consultant

Jingwen advises private and public
sector clients on regulatory
compliance, partnership building
and engagement strategies. With
experience talking to local
governments in China, Jingwen
delivers granular insights into
policymaking and implementation
dynamics on the ground.

Camille Boullenois

HEFFIY

Consultant

Camille advises clients on the
regulatory challenges arising from
the Corporate Social Credit System.
With many years of experience in
China, she has an outstanding
command of the Chinese language
and political landscape.

é Sishi Xie
5 R
Analyst

Sishi analyzes Chinese central and
provincial policies relating to China’s
global logistics ambitions, deriving
insights on the interlinkages of
Chinese policies and company
activities on the ground. She also
supports international companies to
maintain a good CSCS performance.

;c:%‘@ Bjorn Conrad
FLIRSK

oy =

Bjorn Conrad, CEO and co-founder
of Sinolytics, has almost two
decades of China experience. He is
a recognized expert on China’s
economic, industrial and technology
policy as well as its digital
transformation. He has also advised
many of Europe’s largest
companies on challenges arising
from China’s Social Credit System.
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We have been actively engaging in public discussion on the CSCS

EURObiz IR o] Q Caixin Handelsblatt _

Policy =~ Business  Industry =~ Environment  Features  About the European Chambi s Wirtschaft
H ' Sections ¥ CX Tech Podcast Video Eve & P . l ‘ )
& sinolytics olitik w
Taking a Step Back SiEmENs .
February 1, 2021 Busines: Tag i benefits, Corporate S

Chamber
PEkERS ), 2020 07:28 PM OPINION

Opinion: In the Corporate Social Credit
The Digital Hand System Era, Companies Will Have to
How China’s Corporate Social Credit System Rethink Compliance

Conditions Market Actors : By Markus Herrmann and Luisa Kinzius

— Beobachtung

Re-conceptualising China’s Corporate Social Credit System and why foreign companies need to learn
to coexist with it

M\\u?@\

Reue Jivcher Jeitung

Despite being intensely debated in both China and internationally, China's Corporate Social Credit System
(CSCS) 1s here to stay. In fact, in late 2020, the State Council clarified that the implementation of the CSCS
will be reinforced — together with various ongoing governance reforms, including Intemet+ supervision. Hailin
Wang of Sinolytics believes that this is not necessarily bad news for foreign companies: a fresh look at the

«Eine liickenlose Compliance mit den
geltenden Bestimmungen ist die beste
Vorsichtsmassnahme»

China-Experte Markus Herrmann erklért, wie ausldndische
Unternehmen sich auf Chinas Social-Credit-System vorbereiten

konnen.
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Section 1: Why was it started?

Section 2: How does it affect companies?

Section 3: Where is it heading?

Section 4: How to get organized?
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Recap: CSCS among supervision tools introduced to optimize business environment

Optimize the Business Environment {4t & &A1

pHpRXTFHEERSF It RES TS
MEFI—O=hFins BRI
S 1 e < QDB -

LI A3A R

POt OC T e R I L T2 RS T DY A TLAF R O = 14 am 5t H bn ity il
(2020410129 A b B4 % H -+ kb de o 8 2 B Bk bR iEE)

FPa i o MR AR E A A e 2. IR

TWO o AMER AN HERE 2, JF R A AR B AL 2 b SURACARIN K B GE E
Randomness
. Internet + . Tolerant and
Credit One S . Coordinated Prud il S . .
Supervision Publicization upervision Supervision rudentia The 14" Five-year plan outline stipulates
P BB NS E P Supervision tinued ref ffort China’ ket
(= s Supervision mBe B 1 p 1 continued reform efforts on China’s marke
= \ BAHEKE overnance utilizing the CSCS as one measure
W EEH,— A FF S g g
ik et
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Section 1: Why was it started?

Section 2: How does it affect companies?

Section 3: Where is it heading?

Section 4: How to get organized?
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Reduced market entry barriers, but CSCS enables stricter supervision during operation

China has switched its focus of market regulation from ex ante to interim and ex post regulation

Company life-cycle

[P

Ex ante regulation
ERlEE

« Companies can make credit
promises as substitution for
missing documents during
administrative approvals

» Credit report shall be applied to
government procurement,
administrative approvals, market
access, etc.

il

Interim regulation

EhhE

(1) Non-compliance record including
non-compliance with laws and
regulations, breach of credit promises
(non-compliance record)

(2) Scale ratings (7M1 AiE4HY) for
hierarchical supervision (9D LK KEE)

(3) Comprehensive credit score (%t
5% & 7EMY) for hierarchical
supervision (HE N KL E)

il

Ex post regulation

HELEE

(4) Joint sanctions (Bt&#E#Ak) and credit
repair mechanism ({g & %&). It entails new

sanctions besides the traditional

administrative penalties
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ONon-compIiance record
Example: CreditChina credit profile

= ® i @ S 0 &
7T FlEME KETH BEmRXiE wR/ RUESIRT Rt
1%
TERANREEXS EBEMEA(2021) 1) F 338
LioES ) il
LTREOM 2021-01-05
LARE TIMARDIEFTE
NIREW (H7) 0.6
IRWEERE. REAEE 0.0
HMANEHE (F7x)
ENRRHERSHRE i
s
WETTRRE (R EREEN ) B0\ KB
AT 202051227 89834853 RRMINZARE il 46 2, B )RIRATIERBHA-10GY5E

BAFSFEHRSEED ZF

RGOS FEEERIEN. GE AUSHEXILE, FE SR BUTS

- Overview of compliance situation

Detailed examples of four CSCS mechanisms pursuing different goals

QComprehensive credit score (future)
Example: Zhejiang comprehensive score

Company

Social Credit Code 1L/l 913305225644079738  poing: higher than

famwR: WE  (Emie FR{$0.2 £ 0.2% of other market
$1ed) entities
edium
iz 60 Good
Pooe B20ES
Tr—.
" e Excellent

One Score
iFi&ad0E): 2021-01-15

-> Used for predictions and targeted supervision

QScaIe ratings

Example: environmental protection in Jiangsu

eRISUFFRERTMER (PMHEE: 2021-01-13)

@Joint sanctions
Example: Production Safety Joint Sanctions

> (EHEE > REPNE

Company Social Credit Code Rating Result Credit Promise
EFLBOER Hi—tEms FEEATE
* fEHHEHEERLT 91320826323922982F I =25 EEFES
+ FHEGRHUNETRBHEIOT 92321181MA1PB3DD9B  cese EEAED
¢ REHTAEIERET 91320282142629332) I e FHHTR
+ IHHEAARIREERLT 91320404567770735H I sese FHAFE
o IHMESER AR 91321300066260235Y I e FEHTH
+ IHTESEFIERAS 91321300066260235Y [ B FUETR
+ EREEERAT 91321323772483495% [ et FHETR
+ FHBERREGCRARLS 91320382MATYHUAGOT I s HERAEB
o FitEERUHEEBRHERAS 91320500665755715E . s FERTE
+ STRREERETHRH = 91320281765807817G B =css SEEED

- Incentivize good behavior in specific topics

BB )
—— ® ik \RSLRIE BAHAG (20204 H1%) : BHEEE R EHEAEMR
RERNE L R R

L INER T
AR

20194 B =Mt A RS

o i A RS
R AR

M (20194F H20%) - B EAETREHRAE
o chiE \RILRIR M (20194F  H19%) : BHESAREHAR
A=A N BTV YN EA

o chik \RILFI(E
BB Ry

M (20194 #5185) ¢ 201948 i A RS
ROV INEA

- Law enforcement and increased costs of non-compliance
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From records to scale ratings: Example of IPR’s evolving governance reform

10

MoU for Joint Sanction in

IPR protection signed
® Accelerated the

construction of social
credit system for IPR

_ _ protection
@ Started implementing

State Council’s reform
of government

functions (A EIRE)

@ Scale ratings pilots for IPR
protection

—

2015 2016 2018

2020

- Many other regulatory areas developed in the same way: Tax, Customs, Environment, etc....

- General trend for areas developing towards scale credit supervision mechanisms. Areas that will
be focus in 2021 are healthcare insurance and medications, etc. (State Council, 31st Jan 2021)
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Key impacts for companies: both challenges and opportunities

KEY FEATURES

IMPACTS

11

Regulatory “hassle

Increased regulation for
untrustworthy entities

i
i

i

LFLLOFREFIMER (PREN: 2021-01-13) .

i

o o ode omse 1

* In case of poor
management of scale
ratings and one
score, increased
hassle from
regulators

Costly sanctions

Amount of joint sanctions
in 13 regulatory areas

Total amount of joint sanctions based on
selection of most prominent 13 MoUs: 396

Foreign trade
IPR

Production Safety I b
Social msurance I B
Legal obligations I R ]

Product quality - C —
Migrant workers I E—

Food and drugs ©
Financial actitiviies B SN
Market Supervision IS BN
0 10 20 20 40

m Restriction
= Supervision
= Reputation

* Immediate detection
of non-compliance

* More costly
sanctions

Spill-over effects

Departments affected by
taxation blacklisting

INSPECTIONS: Lowered import and export cargo.
inspection frequencies.

/

Rewards

Joint rewards from optimal

rating in customs

/[ FOREIGN EXCHANGE: During the foreign
EQ

EXAMPLE: Rewards - Customs ~ / /
Authentication Rating

NDRC 2016: MoU on Joint Sanctions
Parties Violating Tax Payment
requirements

uthorities jomtly
nchons

> All MoUs have spill-over
effects across business functions

CHALLENGES OPPORTUNITIES

Using the CSCS

For supplier/partner
screening/auditing

-+ Sanctions can affect

companies across
functions

-+ Spill-over between

entities also possible

Cost-benefit analysis
can help make
strategic decisions on
CSCS objectives

CSCS-based
information can help
make informed
decisions on
partners
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Section 1: Why was it started?

Section 2: How does it affect companies?

Section 3: Where is it heading?

Section 4: How to get organized?
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Key trends: CSCS expected to expand, but with stronger legal foundation

Six key trends observed from 2020

Evidence

Increased legislation to legitimize CSCS

« The scope of public credit information, its publicization, blacklisting areas and
standards, joint sanctions must ground on clear legal bases

Nanjing Social Credit Regulation published in
2020

Local blacklisting standards and sanctions retained for local governments
» Deal with “local particularities” for companies with entities in multiple locations
« Companies must be notified before blacklisting

Three forms of “Credit Repair” specified
» After “credit repair, companies are removed from blacklist or published distrusted
behaviours or negatived records are removed from the CSCS database

Local Environmental Protection Blacklisting
Standards in Yangtze Delta

CreditChina has been providing guideline for
credit repair Process

Reiterated needs for better data and privacy protection; but expanded scope of
organizations that can feed data to national credit platform

State Council’s policy stipulating privacy
protection

More scale ratings and “one score”

« By 2023, Shanghai plans to complete its social credit system with more scale
ratings and the one-score technically relying on the “Internet+ Supervision”

Scale ratings pilot for IPR protection started in
December 2020

13

Further centralization of national credit database

« In NDRC'’s very recent policy announcement, it stipulates that CreditChina should
publicize scale rating results and one-score in corporate credit reports

Credit report from CreditChina will include more
credit information (Jan. 2021)
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CSCS will remain subject of discussion among Chinese stakeholders

14

Liu Yan, State Administration for Market Regulation: Based on credit
supervision, develop “Two Randomness One Publicization” supervision to
further strengthen supervision effectiveness

Hu Jinglin, National Healthcare Security Administration: Apply credit
rating in the centralized public purchasing of medications

Standing Committee of Jiangsu People‘s Congress: Questions the

(REERERER)

Prof. Shen Kui, Peking University: Joint sanctions must be bound by the
rule of law

popular concept of turning all illegal behaviors into distrusted information; it
calls for a credit information menu to explicitly list all credit information items

=
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Section 1: Why was it started?

Section 2: How does it affect companies?

Section 3: Where is it heading?

Section 4: How to get organized?
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Sinolytics experience: six steps to internally manage your CSCS work

mechanisms

16

Goal: understanding of core @

Enabling staff

mechanism + detailed level

Set CSCS targets @

Set up internal CSCS targets.
Compare your current
performance with relevant
CSCS requirements. Adjust
and close potential gaps

dentify all applicable®

Identify CSCS mechanisms
from all regulatory fields
that apply to your different
entities

rating requirements

Exploiting advantages of CSCS

Conduct cost-benefit analysis for achieving optimal
rating result to benefit from rewards

Option 2: Use available CSCS information for
business partner compliance screening

updates on

a) Overall framework

®Managing ratings mechanisms

Monitoring policies
Regularly check and adapt to CSCS

b) New ratings and blacklisting

Initial setup plus continues C€) Detailed requirements

monitoring processes
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Sinolytics: Helping companies adapt to the Corporate Social Credit System

a CSCS Analysis

Understanding

Applicability

Requirements

Performance

eCSCS Management

Information

Responsibilities

SOPs

Implementation

eCSCS Monitoring
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Provide in-depth information on applicable rating mechanisms, requirements and current rating results
Basis for well-informed decisions on how clients can most effectively adapt to the CSCS

Management-level workshop: Strategic CSCS briefing on motivation and intention, design and status of the CSCS

Identification of scale ratings and blacklisting mechanisms that apply to the client
Analysis of industry-specific and location-specific features of the CSCS that apply to the client

The “Playbook”: Systematic collection of full set of requirements that go into evaluating the scale ratings and blacklistings
Knowledge foundation for all subsequent steps of operational preparations for the CSCS

Evaluation of current CSCS performance per entity for applicable rating mechanisms

Provide conceptual support and operational best practices for CSCS management
Assist with the integration of CSCS into the client’s existing compliance management system

Department-level workshops: Transferring the information gathered during “CSCS Analysis” to the client’s operational level

Identification of optimal CSCS coordination function based on client’s existing compliance management structure
Matching of ratings to departments/functions to establish clear responsibilities for monitoring rating performance and future risks

Design SOPs for CSCS management: rating monitoring and repair; CSCS compliance risk detection; managing data flows
Plan the necessary capacity-building and process design to enable the implementation of the SOPs

Facilitate the implementation of CSCS management with tailor-made management tools incl. dashboards

Continuous monitoring and reporting on regulatory developments of the CSCS

» Assistance with integrating new regulatory developments into the CSCS management system
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Thank you for your interest and attention!
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Contact:

Hailin Wang | Consultant
Hailin.wang@sinolytics.ch

Markus Herrmann | Director
markus.herrmann@sinolytics.ch

Sinolytics GmbH / www.sinolytics.ch
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